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ABSTRACT 


The  impact  of  ia^laaaQ tation  of  multi-year  procurement 
provisions  in  sajor  defease  acquisitions,  at  the  subcon¬ 
tractor  level,  is  the  focus  of  thi3  thesis.  The  opinions  of 
subcontractors  as  to  their  perceptions  of  the  flowdown  of 
benefits,  as  a  result  of  this  implementation,  ware  investi¬ 
gated.  This  vas  accomplished  by  means  of  a  questionnaire 
sent  to  47  major  subcontractors  involved  in  the  Air  Force's 
F-16  program  and  the  Navy' 3  C-2  COD  program.  The  results  of 
the  survey  show  that  subcontractors  felt  that:  1)  overall 
multi-year  procurement  had  a  favorable  impact  on  their 
firms;  2)  the  area  of  greatest  savings  was  in  purchasing  EOQ 
quantities  of  raw  materials,  in  advance,  at  now  year  prices; 
3)  multi-year  procurement  usually  resulted  in  increased 
program  stability  and  increased  cost  reductions;  4)  the 
surge  capacity  of  industry  would  be  increased  and  the  time 
required  to  surge  from  peacetime  to  wartime  production  would 
decrease;  but  5)  that  lore  training  is  needed  both  in 
industry  and  DOD  pertaining  to  the  fundamentals  required  in 
executing  a  multi-year  contract.  Recommendations  are  made 
concerning  methods  for  improving  ths  application  and  imple¬ 
mentation  of  multi-year  procurement  at  the  subcontractoJ 
level. 
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A.  STA7282IT  OF  TH2  PROBLEM 


A  Multi-year  contrast  is  a  contract  for  the 
purchase  of  property  or  services  for  nore  than 
one,  but  not  more  than  five,  program  years.  juch 
a  contract  during  the  second  and  subsequent  ye$rs 
of  the  contract  is  contingent  upon  the  appropria¬ 
tion  of  funds  and  may  provida  for  a  cancellation 
payment  to  be  mala  to  the  contractor,  if  appropri¬ 
ations  are  not  made"  [Ref.  1]. 


The  above  definition  is  included  in  the  fiscal  year  1982 
appropriations  bill.  Senate  bill  S815,  and  provides  a  basic 
description  of  what  multi-year  contracting  is  all  about. 
Although  considered  by  soie  to  be  the  answer  to  all  DOD*s 
procurement  problems,  multi-year  contracting  is  not  being 
widely  utilized  [Bef.  2:13].  \ s  of  June  1982,  the  Air  Force 


had  +  wc  major  programs  under  Multi-Year  Procurement  (BYP)  , 
and  the  Navy  had  one,  although  boti  services  have  used  MYP 
for  smaller  buys  of  ancillary  systems  and  spare  parts 
purchases.  This  situation  exists  in  spite  of  tne  volumes  of 
testimony  both  by  industry  and  the  military  extolling  its 
benefits  and  urging  its  acceptance.  One  major  industry 
group, the  Electronic  Industries  Association,  (EIA) ,  has  gone 
on  record  stating  that,  multi-year  contracting  is  not  being 
utilized  effectively,  and  the  government  and  industry  have 
been  reluctant  to  use  MYP  for  primarily  three  reasons: 

1.  Lack  of  understanding  of  its  advantages. 

2.  The  restrictions  associated  with  regulations. 


3.  High  degree  of  ri3k  which  can  be  associated  with 
multi-year  contracts  {Haf.  2:12]. 

It  seeas  that  the  death  knell  for  MYP  has  been  sounded. 


however,  the  opposite  is  in  fact  the  case.  Current  opinion 


holds  that  the  advantages  of  MYP  far  outweigh  the  disadvan¬ 
tages,  and  despite  the  lack  of  understanding  of  MYP  in 
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industry  and  government,  its  future  seems  inevitable.  As 
panel  after  panel,  and  coaaittae  after  committee,  hold  hear¬ 
ings  and  receive  testiaony  on  HYP,  its  increased  usage  has 
arrived.  Although  MY?  has  been  amend  for  a  long  time,  it 
has  not  previously  received  the  favotable  press,  nor  been  so 
widely  touted  as  the  cure  all  for  aany  of  the  problens 
concerning  cost  reduction  and  increasing  productivity  which 
face  both  industry  and  governaent.  As  a  result,  MYP  is 
being  re-examined  by  both  as  a  vehicle  to  provide  the  econo¬ 
mies  of  scale  necessary  co  induce  total  program  reductions 
and  increased  productivity  through  capital  investment 
(Bef.  3:30]. 

To  date,  all  of  the  concern,  testiaony,  and  most  of  the 
spotlight  has  been  centered  on  the  prime  contractors  or  the 
very  large  corporations  which  constitute  the  majority  cf 
1)00*8  business.  Yery  little  has  been  written  regarding  the 
plight  of  the  subcontractors,  who  in  soae  cases  provide 
upwards  of  50%  of  the  aatarial  or  suo-assemblies  required  in 
soae  major  3ystea  acquisitions.  Although  hearings  have  been 
held  regarding  the  deterioration  of  the  defense  industrial 
base,  very  little  has  bean  heard  on  how  the  application  of 
BYP  will  iapact  the  subcontractors  and  tc  what  extent  the 
conceptual  benefits  of  MfP  accrued  by  the  pciaa  will  be 
passed  to  the  subcontractors. 

This  author's  research  indicates  that  no  assessment  of 
the  iapact  of  MYP  on  the  subcontractor  level  has  been  uuder- 
talcen  since  1967,  when  the  Logistics  Management  Institute, 
under  contract  to  DOD,  undertook  a  study  jf  the  possibili¬ 
ties  of  achieving  economies  by  the  use  of  MYP  in 
subcontracts  [Ref.  » ].  As  a  result,  the  need  exists  to 
examine  the  extent  to  which  the  proposed  benefits  derived 
from  MYP  have  in  fact  reached  the  subcontractor,  especially 
in  light  of  the  fact  that  MYP  seems  to  be  the  newest  rising 
star  on  the  procurement  horizon. 
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B.  BXSEABCH  OBJBCTITB 


The  objective  of  this  research  is  to  quantify  the  extent 
to  which  subcon tractors  hare,  to  date,  gained  any  benefits 
fros  CYP.  Hare  the  benefits  whica  are  to  accrue  to  the 
prls*  being  passed  on  to  the  3abcontractors  involved? 
Additionally,  a  secondary  objective  is  to  provide  useful 
guidelines  in  deciding  what  actions  aay  be  taken  to  ensure 
that  the  subcontractors  do  in  fact  receive  their  share  of 
the  pie,  and  a  share  of  the  benefits  coenensurate  with  the 
risks  involved. 

Two  progress  were  utilized  in  the  research,  the  Air 
Force's  F-16  progras  and  the  Navy's  2-2  (COD)  progras.  This 
provides  the  opportunity  to  gain  a  perspective,  both  fro®  a 
salon  systens  acquisition  point  of  view,  and  also  fros  the 
perspective  of  two  different  services.  The  F-15  progras  has 
bean  in  existence  for  several  years  and  has  produced  nearly 
900  aircraft.  The  progras  is  in  the  production  and  deploy- 
seat  phases  with  uncertainty  and  risk  rather  low.  The  F-15 
Systes  Progras  Office  has  an  approved  sulti-year  contract 
and  has  a  proven  track  record  in  the  HTP  arena.  On  the 
other  hand,  the  Navy's  C-2  progras  has  been  involved  in  many 
postponesents  and  restarts  and  has  just  recently  been 
approved  by  Congress  as  a  viable  sulti-year  progras.  The 
C-2  progras  has  subsequently  received  ths  necessary  funding 
to  proceed  as  a  viable  sulti-year  procuresent.  Thi3 
provides  the  opportunity  to  create  a  data  base  fros  two 
contrasting  situations,  cosprisiag  two  very  different 
contracting  styles.  The  prise  contractors  involved  are 
General  Dynaaics  Corporation  of  Fart  Worth,  Texas,  and 
Grusnan  Aerospace  Corporati on  of  Bethpage,  New  York.  Both 
prise  contractors  were  contacted  and  briefed  on  the  objec¬ 
tive  and  sethodology  to  be  utilized  in  the  project,  and  both 
approved  and  consented  to  having  their  subcontractors 
queried  cn  the  subject. 


ID 


C.  METHODOLOGY 


The  priaary  aathod  used  in  gathering  the  data  and  opin¬ 
ions  of  the  subcontras  tors  involved  was  a  survey 
questionnaire  which  consisted  of  a  total  of  thirty-five 
questions.  The  questionnaire  was  divided  into  two  parts, 
with  sections  one  and  two  in  the  first  half,  and  section 
three  comprising  the  second  half.  Sections  one  and  two  were 
concerned  with  ascertaining  the  deaography  of  the  fira  and 
the  individual  answering  tie  questions.  The  answers  to  tha 
first  two  sections  were  obtained  talaphonically.  The  second 
half  of  the  questionnaire,  consisting  of  section  three,  was 
sailed  to  each  subcontractor  for  the  purpose  of  careful 
exasination  and  to  provide  aapla  tine  for  thought  and 
discussion.  This  section  consisted  of  having  the  subcon¬ 
tractor  compare  the  cost  iapact  of  MTP  to  annual  funding  and 
contracting.  The  questionnaire  was  based  on  a  survey 
utilised  by  air  Force  Captains  Stave  Berjans  and  Larry 
Eibroch,  in  their  thesis  project  which  concentrated  on  larga 
priae  contractors.  The  questionnaire  was  modified  to  apply 
to  the  subcontractor  laval  and  to  assess  the  iapact  of  MYP 
which  has  flowed  down  froe  the  priae.  A  copy  of  tha 

quastioncaire  is  includad  as  Append!*  A. 

D.  RESEARCH  QUESTION 

Given  the  research  objectives  previously  stated,  tha 
following  priaary  research  question  was  posed:  Have  tha 

conceptual  benefits  of  aulti-year  procurement  accrued  by 
prime  contractors,  bean  passed  on  to  the  subcontractor 
level? 

The  following  ancillary  rasearca  questions  are  deemed 
pertinent  in  addressing  the  basic  research  question: 

1.  shat  is  aulti-year  procurement? 

2.  what  is  its  history  and  background? 
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Shat  are  the  current  probleis  facing  subcontractors? 
Is  eulti-year  contracting  the  solution? 

How  can  aulti-year  contracting  better  be  applied  to 
subcontractors? 


II.  filSSMSIS  It  UUldKIft  EfiocassaafiX 

1.  BISTORT  OF  HOLTI-TEAR  P BOCUBEHEH 

The  concept  of  contrasting  for  goods  and  services  for 
note  than  one  year  at  a  tiie  has  baea  around  for  a  nuaber  of 
years.  Multi-year  procure  tent  concepts  over  the  years  have 
also  been  supported  by  a  nuaber  of  high  level  government 
officials  and  influential  aeabers  of  the  industrial  comau- 
nity.  The  advantages  and  risks  of  STP  have  been  delineated 
and  debated  froa  the  corporate  board  room  to  the  halls  of 
congress.  For  some  tiia  now  there  has  been  a  growing 
concern,  among  both  governeent  and  industrial  leaders,  about 
the  continuing  deterioration  of  the  country's  defense  indus¬ 
trial  base  [Ref.  5].  he  stated  by  tae  Report  of  the  Defense 
Science  Board  1980  Suner  Study  Panel  on  Industrial 

Responsiveness,  " . the  ability  of  Industry  to  respond  to 

defense  needs  has  deteriorated  and  costs  continue  to 
increase.  Other  findings  are  tnat  the  instability  in 
programs  has  often  made  defense  business  less  attractive  to 
industry  than  commercial  work,  and  aany  disincentives  exist 
which  discourage  the  capital  investaents  needed  to  reduce 
costs,  improve  productivity  and  insane,  industrial  respon¬ 
siveness”  [Ref.  6s  18].  These  concerns  have  generally 
manifested  themselves  is  comaents  directed  at  improving 
current  procurement  practices. 

The  idea  of  making  appropriations  available  until 
expended  was  utilized  as  ^arly  as  the  1950's  in  the  DOD 
Appropriations  Act  of  1955  (P.l.  83-158),  which  eade  speci¬ 
fied  appropriations  available  or.  a  multi-year  basis 
[Ref.  2].  This  demonstrated  Conors 3s'  recognition  that  a 
multi-year  funding  approach  can  result  in  savings.  Both  the 
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Executive  and  Legislative  branches  hid  froa  tine  to  time, 
issued  ccaaents  or  aade  cecoaaendations  concerning  aulti- 
yeir  procureaent.  The  InvestB3nt  Policy  Study  Group, 
established  in  1976,  acknowledged  that  multi-year 
contracting  would  encourage  industry's  willingness  to  invest 
in  capital  facilities  and  equipaent  to  increase  productivity 
[Raf*  2].  In  1978,  both  Deputy  Secretary  of  Defense 
Charles  Duncan  and  Coaptroller  General  Elaer  Staats  issued 
letters  to  the  services  aid  Congress  respectively  urging  the 
acceptance  and  utilization  of  aulti-?ear  contracting  techni¬ 
ques.  They  also  presented  the  conclusion  that  the 
advantages  with  aulti-yeac  far  outweigh  the  disadvantages 
and  its  use  should  be  expanded  in  order  to  reduce  procure¬ 
aent  costs  [Ref.  7]. 

Coaaents  supporting  a  aore  efficient  and  econoaical 
procureaent  aethod  have  nanated  froa  Congress  on  a  number 
of  occasions  and  are  exemplified  by  the  House  Acied  Services 
Coaaittee  Report  Ho.  95-1573  [Ref.  2].  The  report  cited 
DOD's  failure  tc  effectively  control  rising  weapon  systen 
costs  and  the  need  to  re-examine  existing  procurement  proce¬ 
dures.  Additionally,  the  Office  of  Federal  Procurement 
Policy  Uniform  Procurement  System  Task  Group  on  acquisition, 
in  August  of  1980,  recognized  that  aulti-year  authorization 
and  appropriation  can  provide  efficient  and  econoaical 
procureaent  of  goods  and  services  [Ref.  8:33].  As  is 
evident  from  the  preceding  coaaents,  the  idea  of  imoroving 
procurement  procedures,  increasing  capital  investmsnt  and 
productivity,  and  reducing  procureaent  costs,  through  the 
expanded  application  and  utilization  of  nulti-year 
contracting  is  not  a  new  concept. 

Even  though  the  concept  of  HIP  is  not  new,  and  its 
advantages  have  been  well  docuaented,  the  acquisition  proce¬ 
dures  in  force  today  do  not  reflect  an  acceptance  of  its 
application.  As  stated  by  RADM  Hell  P.  Ferraro,  fcraec 
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Assistant  Comaander  for  Contracts,  Naval  Air  Systems 
Command,  “The  crux  of  the  matter  is  that,  current  system 
acquisition  policies  ara  not  encouraging  defense  contractors 
to  control  and  reduce  pro! action  aid  aaterial  costs  or  to 
invest  in  productivity  iiproving  capital  equipment'1 
[Ref.  9:1].  Only  recently  have  the  services  identified  SIP 
as  one  of  those  tools  which,  when  selectively  eaployed,  aay 
significantly  reduce  acquisition  costs.  A  current  initia¬ 
tive  by  Congress  to  expand  the  use  of  HYP  is  House  Bill  H.R. 
745,  which  has  been  introduced  to  raeove  soae  of  the  statu¬ 
tory  probleas  which  have  restricted  its  use,  (e.g.,  $521 
cancellation  ceiling  is  ceaoved,  and  such  cancellation 
changes  peraitted  to  include  recurring  costs)  and  to.eapha- 
size  congressional  interest  in  this  approach  [Ref.  10]. 
However,  the  current  status  of  H.R.  745  is  one  of  discussion 
and  debate  and  aost  probably  will  not  lead  to  any  positive 
action,  at  lefts t  not  in  tae  97th  Congress. 

The  views  of  DOD  have  been  stated  by  Deputy  Secretary  of 
Defense  Fran!;  Carlucci,  both  in  his  memorandum  on  iaproving 
tha  acquisition  process  which  contained  his  thirty-two 
initiatives,  and  in  hi3  policy  aeeorandua  on  aulti-year 
procurement.  sir.  Carlucci  reiterates  DOD's  continued 
coaaitaent  to  the  full  funding  policy,  but  allows  case  by 
case  consideration  of  pcograis  [Ref.  11].  Both  the  Air 
Force  and  the  Navy  have  advanctd  significant  initiatives 
toward  expanding  the  use  of  HYP  for  aajor  systems  acquisi¬ 
tion.  For  the  Air  Force,  General  Alton  Slay,  former 
Commander  of  the  Air  Force  Systeas  Command,  aas  for  many 
years  been  a  leading  advocate  of  HYP.  He  has  on  numerous 
occasions  enumerated  tha  various  advantages  of  multi-year 
contracting  and  has  presented  several  Air  Force  programs 
which  have  enjoyed  significant  savings  due  to  the 
application  of  HYP  procedures  'Ref.  12]. 


15 


In  spite  of  the  general  acceptance  of  the  potential  for 
cost  savings  and  the  nuaerous  benefits  which  nay  accrue  froa 
the  iipleaentation  of  nr?,  a  nuaber  of  concerns  are  present 
which  aust  be  considered  The  following  issues  require 
careful  consideration  before  any  application  of  HYP  is 
undertaken.  These  concerns  were  expressed  by  RADS  Ferraro  as 
follows: 

1.  The  use  of  aulti-ysar  techniques  will  result  in  long 
production  runs  by  &  single  contractor  causing  a  loss 
of  alternative  sources  (i.e.,  the  competitive  base). 

2.  The  expanded  use  of  NY?  assuies  the  authorization  of 
incremental  funding. 

3.  Early  on  planning  with  the  contractor  is  necessary  to 
establish  any  budget  profile  aberration  caused  by  the 
fundinq  of  recurring  costs. 

4.  Techniques  to  identify  and  validate  savings  oust  be 
established. 

5.  Variable  quantity  pricing  provisions  nay  be  neces¬ 
sary. 

6.  Escalation  clauses  are  an  obvious  need. 

7.  Consideration  of  financing/progress  p&yient  provi¬ 
sions  which  relate  to  contractor  willingness  to 
finance  costs  under  cancellation  guarantees  [Bef.  9]. 

These  issues  ace  also  concerns  voiced  by  industry.  However, 
there  is  no  doubt  that,  in  general,  the  industrial  cossunity 
views  NIP  in  a  positive  light.  This  viewpoint  is  3uaaed  up 
by  the  Defense  Science  Board  in  its  1990  suaaer  study,  which 
stated  that: 
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rect  benefit  of  the  eulti-ypar  approach  <s  that  it 

frovides  a  surge  potential  in  the  second  year  and 
eyond  because  the  laterials  and  suppliss  are 
there  if  you  have  to  surge"  [Ref.  6:33), 

As  stated  earlier,  Electronics  Industries  Association 

strongly  supports  the  expanded  use  of  HYP,  and  they  also 

note  that,".... aulti-year  contractiig  has  been  constrained 

by  the  absence  of  a  ooipliaentiry  aulti-year  funding 

process'*  (Bef*  2  ]. 

Other  industry  leaders  have  voioed  support  for  HYP  and 
it3  expanded  use.  Por  axaaple,  Hughes  Aircraft  Corporation 
has  developed  a  package  of  legal  issues  and  required 
legislative/regulatory  changes  which  they  feel  are  necessary 
to  facilitate  the  iapleientation  of  HYP  (Bef.  13].  The 
Northrop  Corporation  is  another  supporter  of  HYP,  and  the 
faith  they  hold  in  the  expanded  use  of  HYP  is  evidenced  in 
their  effort  to  underwrite  the  risks  involved  in  their 
■ulti-year  contract  for  the  B-o2  AN/lLQ-155  power  aanageasnt 
3ystea.  "The  cost  savings  attributed  to  the  use  of  HYP  are 
docuaented  at  $10.6  ailUon,  priiarily  as  a  result  of 
econoaical  purchases  of  laterial  ani  efficient  application 
of  labor"  [  Hef .  1b:  19]. 

As  can  be  seen  by  the  preceding  roaaents.  Congress,  DOO, 
and  industry  stand  coaaitted  to  the  advent  of  the  increased 
use  of  HYP.  However,  certain  actions  and  issues  aust  be 
addressed  and  resolved  prior  to  its  full  iapleaentatlon. 
First,  legislation  aust  be  passed  to  increase  the  cancella¬ 
tion  ceiling  applicable  to  Mrp  contracts,  and  recurring 
costs  aust  be  included  in  the  cancellation  ceiling.  These 
two  points  are  the  critical  cequiresants  for  advantageous 
use  of  HYP  ir.  aajor  systeis  acquisition  [Ref.  15].  These 
two  issues  are  contained  in  every  reference  by  industry  to 
the  use  of  HYP.  In  addition,  certain  basic  requirsaents 
au3n  be  aet  by  each  prograa  oefore  it  can  be  considered  a 
viable  candidate  for  HYP.  These  basic  requireaents  are 
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coaaon  threads  which  ran  through  avary  aajor  discussion  of 
aulti-year  contracting: 

1.  Tha  prograa  -auat  ba  Batura  and  stable. 

2.  The  product  aust  ba  non-controversial. 

3.  Stable  fending  aust  be  available  for  the  present  and 
the  future. 

4.  Cost  confidence  au3t  be  very  high. 

Thase  requirenents  oust  ba  present  and  they  oust  be  perma- 
neat.  It  is  the  general  opinion  of  all  the  players  involved 
that  aulti-year  procuraaaat  holds  traaendous  potential  for 
iaproving  the  procurement  process.  The  trick  will  be  for 
all  of  thea  to  agree  on  how  and  whan. 


B.  1D7AITAGES  A HO  DISADVANTAGES  OP  SIP 


A  key  issue  in  detaraining  whether  or  not  3YP  is  more 
advantageous  than  annual  contrasting  is  the  way  in  which  00D 
has  historically  funded  production  contracts.  Since  the 
early  1960«s  DOD  has  utilized  a  concept  called  the  "full 
funding  policy",  which  was  aentionad  aarlier.  This  policy 
was  raaffiraed  by  secratacy  Carlusci  and  is  stated  ir.  D00 
Directive  7200.4,  which  states  in  part: 
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This  policy  aeans  that  all  of  tha  fuads  required  for  a  given 
equipaent  purchase  aust  ba  appropriated  in  the  year  that  tha 
contract  is  initiated.  Is  a  result,  OOD  Is  prohibited  froa 


buying  production  equipaeat  by  payiig  for  it  as  costs  are 
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incurred  as  it  does  in  the  case  of  research  and  development 
contracts.  This  policy  was  adopted  by  DOD  at  the  urging  of 
Congress  and  OMB,  to  preclude  situations  where  production 
programs  were  started  without  sufficient  funding  to  complete 
the  end  items  ordered,  leaving  3ubseguent  Congresses  and 
administrations  the  requirement  to  budget  fund3  to  complete 
the  project  or  accept  only  partially  completed  items  of 
equipment  [Ref.  5], 

The  reason  for  addressing  the  fuLL  funding  issue  at  this 
point  is  that  it  is  the  conceptual  undermining  of  the  intent 
of  the  DAR  definition  of  multi-year  contracting  which  states 
that  HYP,  "is  a  method  of  acquiring  DDD  planned  requirements 
for  up  to  a  five  year  period  (four  years  in  the  case  of 
maintenance  and  operation  of  family  bousing),  without  having 
total  funds  available  at  the  time  of  award"  [Ref.  17].  The 
key  phrase  is,  "without  having  total  funds  available  at  time 
of  award."  This  last  statement  is  the  heart  of  1 YP,  and  is 
for  all  intents  and  purposes  nullified  by  the  full  funding 
policy. 

Finally,  it  should  oe  noted  that  DOD  Directive  7200.4 
also  recognizes  the  need  to  buy  some  components  which  have 
extremely  long  lead  times  ahead  of  the  procurement  for  the 
end  item  itself  [  Bef .  1$].  This  is  called  "advanced 
procurement".  DOD  and  Congress  have  to  date  both  taken  a 
very  conservative  view  of  this  procedure  and  have  limited 
its  use  as  a  result. 

These  two  limitations  a  ave  acted  together  to  effectively 
prohibit  the  U3e  of  HYP  for  the  acquisition  of  major  weapons 
systems,  and  as  a  result,  have  provoked  the  concern  of  many 
defense  planners  who  sea  HYP  as  a  positive  step  in  cost 
savings  and  increased  productivity. 

These  constraints  were  addressed  at  this  point  to  empha¬ 
size  the  uphill  battle  which  SfP  has  encountered  to  date,  in 
spite  cf  the  many  advantages  and  potential  benefits  its 
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expanded  use  may  realize..  MYP's  conceptual  advantages  are 
in  direct  opposition  to  the  two  issues  addressed  above, 
which  is  partial  explanation  of  its  Unit  use. 

As  a  result,  a  thorough  exanination  o;  HYP'S  advantages 
and  disadvantages  is  crucial  in  any  analysis  of  its  design. 
As  in  any  analysis,  advantages  and  disadvantages  depend  on 
one's  point  of  view.  For  axaaple,  ehat  a  contractor  thinks 
is  an  advantage  aay  or  nay  not  be  considered  advantageous  by 
DQD  or  Congress.  The  opposite  is  egually  true.  Therefore, 
any  discussion  of  this  suoject  oust  be  general  in  nature, 
and  treat  the  issue  of  HYP  as  though  there  were  no  barriers 
to  its  use. 

To  start  with,  DAB  implies  the  following  advantages: 

1.  Lower  costs. 

2.  Enhanceeent  of  standardization. 

3.  Reduction  of  adainistra tivs  burden  in  the  placement 
and  administration  of  contrasts. 

4.  Substantial  continuity  of  production  of  performance, 
thus  avoiding  annual  startup  costs,  preproduction 
testing  costs,  make-ready  expenses,  and  phaseout 
costs. 

5.  stabilization  of  work  forces. 

6.  Avoidance  of  the  need  for  establishing  and  "proving 
out"  guality  control  techniques  and  procedures  for  a 
new  contract  each  year. 

7.  Broadening  the  competitive  base  with  opportunity  for 
participation  by  firms  not  otherwise  willing  or  able 
to  compete  for  lesser  quantities,  particularly  in 
cases  involving  higa  startup  costs. 

8.  Implementation  of  tae  Industrial  Preparedness  Program 
for  planned  items  with  planned  producers. 

9.  Provide  incentives  to  contractors  to  improve  produc¬ 
tivity  through  investment  in  capital  facilities, 
equipment  and  advanced  technology  [Bef.  17]. 
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In  addition,  the  Department  of  Defense  1982 
Appropriations  Bill  aeport  of  the  committee  on 
Appropriations  states: 
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Coaaander  Narv  McHherter,  Policy  Developnent/Sp6cial 
Projects  office.  Contracts  and  Business  Manageaent,  Naval 


Material  Command,  states  in  his  prssentation  on  MIP  the 
following  advantages: 

1.  Seduction  of  Costs 

a)  Long  ten#  production 

b)  Contractor  investment  in  labor  saving  equipment 

c)  Increased  competition  at  the  subcontractor  level 

d)  Procureaent  of  material  in  economic  lots 

e)  Enhanced  standardization 

f)  Stabilization  of  contractor  work  force 

g)  Administrative  cost  reductions 

2.  Permit  out  year  budgets  to  be  based  on  negotiated 
contract  prices  vice  cost  estimates. 

3.  Preservation  of  the  Defense  Industrial  Base. 

4.  Opportunity  to  shorten  acquisition  cycle  [8ef.  19]. 
Other  advantages  not  addressed,  but  postulated  by  both 

industry  and  DOD  are;  improved  surge  capability  as  a  result 
of  advanced  procureaent  of  material  in  EOQ  quantities, 
program  stability  for  both  the  project  office  and  the  prime 
contractor  involved,  increased  prioe  competition  both  at  the 
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prise  and  subcontractor  level,  lessening  of  the  impact  of 
inflation  because  of  the  ad tranced  pirchase  of  raw  materials 
at  fixed  prices,  and  lastly,  improved  leverage  for  priaes 
over  second  and  third  tier  vendors  for  better  competitive 
pricing  and  aore  econoaical  production  runs.  As  is  evident, 
the  advantages  associated  with  HIP  are  in  the  eyes  of  the 
beholder,  and  depend  on  the  viewpoint  of  the  individual  or 
organization  holding  the  aicrophone.  One  thing  is  for 

certain,  if  HIF  is  selectively  applied  the  potential  for 
co3 1  saving  and  increased  coapa tition  is  enoraous. 

Having  presented  all  of  the  above,  it  is  iaportant  to 
point  out  that  there  are  some  disadvantages  associated  with 
MYP  . 

As  presented  by  RAD3  Ferraro,  the  following  are 
perceived  as  disadvantages: 

1.  Possible  prograa  funding  shifts  burdening  earlier 
years  to  cover  recurring  (a.  g. ,  material)  costs  deci¬ 
sions,  precluding  use  of  suci  early  funds  for  other 
prograa  priorities,  given  fixed  fiscal  guidance. 

2.  Desire  for  increased  quant  icy  flexibility  over  future 
year  requirements  due  to  uncertainty  regarding  out- 
year  requirements  and  budget  priorities. 

3.  Possible  lack  of  incentive  for  contractor  cooperation 
ir.  a  sole  source  environment. 

4.  The  difficulty  whica  is  present  because  of  a  need  for 
an  early  decision  in  the  PPB5  process,  which  is 
required  in  order  to  permit  the  presentation  of  a 
proper  funding  profile. 

5.  Heed  to  structure  better  escalation  provisions. 

6.  Difficulties  in  validating  savings. 

7.  Discouragement  of  early  investments  in  recurring 
costs  due  to  high  interest  rates  (i.e.,  assumes 
contractor  carries  government  to  some  extent). 
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8.  Possible  early  econoeical  procureeent  of  items  %ith 
near  ter»  obsolescence  potential. 

S.  Potential  loss  of  a  competitive  base  [Bef.  9  ]« 
Additionally,  the  first  disadvantage  usually  cited  by 
Congressional  eritics  is  that  btp  will  result  in  a  loss  of 
flexibility  to  all  concerned,  primarily  because  larger 
portions  of  the  DOO  budget  will  be  “uncontrol.'able"  or 
predeterained  by  previous  years  soiaitaents  *8e'.  20:25). 
This  is  the  other  side  of  the  sola  to  the  increase  in 
stability  which  leans  as  stability  increases,  flexibility 
decreases. 

Another  disadvantage  noted  by  critics  of  myp  is  that 
contracts  used  under  these  procedures  are  either  FFP,  or  FFP 
with  an  Economic  Price  Adjustment  (E?A)  clause  attached. 
This  forces  the  contractor  and  the  government  to  estiaate 
prices  and  negotiate  a  firs  price  for  a  production  run  which 
could  rur.  for  3  to  five  years.  This  long  lead  prediction 
requirement  forces  both  parties  to  Oe  extremely  cautious  in 
those  predictions. 


The  following  quote  suaaarizes  the  hey  to  whether  or  net 
any  benefit  is  realized  froa  the  application  of  3YP: 
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C.  SELECT!  Of  CRITERIA 


In  the  final  analysis,  aanageieat  judgement  is  critical 
in  deciding  to  use  or  not  to  use  Mr?  for  a  particular  acqui¬ 
sition.  Deputy  Secretary  Carlucci  issued  a  list  of  criteria 
in  his  aesorandua  concerning  HIP  policy  in  the  Dapartaent  of 
Defense.  The  criteria  ara  to  be  considered  in  the  context 
of  a  benefit/risk  analysis  foraat.  The  following  criteria 
were  established  as  guidelines  for  management  in  DOD: 


t.  Benefit  to  the  Sovarnment  -  A  multiyear  procurement 
should  yield  substantial  cost  avog.dince  or  other 
benefits  when  coepared  to  conventional  annual 
contracting  methods.  MTP  structures  with  greater 
risk  to  the  Governmant  should  demonstrate  increased 
cost  avoidance  or  other  benefits  over  those  with 
lower  risk.  Savings  can  be  defined  as  significant 
either  in  teras  of  dollars  or  percentage  of  total 
cost. 


2. 


3. 


4. 


5. 


6. 


?tability  of  Requirement  -  Tha  minimum  need  (e.g., 
inventory  or  acquisition  objective)  foe  fche  produc¬ 
tion  item  or  servica  is  axpactad  to  remain  unchanged 
or  vary  only  slightly  during  the  contemplated 
contract  period  m  terns  of  production  rate,  fiscal 
year  phasing,  and  total  quantities. 


Stability  of  Funding  -  Thera  should  be  a  reasonable 
expectation  tnat  tna  prograa  13  likely  to  be  funded 
at  the  required  level  throughout  the  contract  period. 


will  not  occur  but  that  the  estimated  co3t  of  such 
changes  is  not  anticipated  to  Sr^ve  total  costs 
beyond  the  proposed  funding  profile. 


Degree  of  Cost  Confidence  -  Thare  should  be  a  reason¬ 
able  assurance  that  cost  estimates  for  both  cpntpact 
costs  and  antic’patad  cost  avoidance  ara  peaii3tic. 
Estimates  should  ba  based  on  Drier  cost  history  for 
the  saae  or  similar  iteas  or  proven  cost  estimating 
techniques. 


of  Confidence  in  Contractor  Capability  -  Thera 
lould  be  confidanca  that  the  doi*..  tial  contractor (s) 
in  perform  adequately,  both  in  terms  of  Government 
jirnished  iteaf  iaaterial,  d^ta,  etc.)  and  their 
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firm's  capabilities.  PotentiiL  contractors  need  not 
necessarily  have  previously  produced  the  item 

f Ref .  21]. 
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Other  criteria  have  also  been  addressed  by  RADM  Perraro 
when  he  stated  that  certain  conditions  aust  be  present 
before  application  of  any  SYP  contract: 

1.  Mature  and  stable  production  prograas. 

2.  Non- controversial  force  level/reguireaent  issues. 

3.  Significant  savings  identified. 

a.  Acceptable  budget  profile,  particularly  for  front-end 
burden  (lef.  9]. 

The  preceding  ccsaents  affectively  summarize  the  DOD  point 
of  vies  regarding  selection  criteria  to  be  applied  to  candi¬ 
dates  fcr  HIP.  Industry  has  similar  criteria,  bur  sona 
.  difference*  are  apparent.  lo  summarize,  the  industrial 
coaaunity's  priorities  are  presented  by  Mr.  Harry  Froser, 

Progras  Manager  for  the  C-2  C30  aircraft  for  Grumman 
Aerospace  Corporation,  ia  his  presentation  on  HIP  which 
includes  the  following  objectives  of  industry: 

1.  Establishing  a  fin  long  ten  business  base,  which 
includes  the  following: 

a)  Ability  to  plan  the  factory 

b)  Increased  certainty  in  financial  decision  Baking 

c)  Base  to  operate  froa  in  planning  advanced  tech¬ 
nology  rt-investients 

d)  Profit  in  hand  at  an  earlier  point  in  the  prograa 

2.  Stabilization  of  the  work  force 

a)  tong  tera  hiring  plans 

b)  Level  loading  of  shop 

3.  Eliaination  of  yearly  budget  battle 

a)  Devote  energies  to  aore  productive  tasks 

b)  Seduced  uncertainty 

c)  Allows  the  defense  sagaeat  of  a  coapany  to  compete 
for  assets  against  non-defense  eleaects  [Ref.  22]. 

As  can  be  seen,  industry  has  a  stake  in  which  programs  are 
selected  for  HYP  and  whicn  ones  are  not.  As  is  evidenced  by 
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Mr.  Eduard  Elko  ia  his  presentation  "Hulti-year 
Acquisition-Industry  Vies1*,  he  states:  "A  Hulti-year 
contract  cannot  aake  a  oad  prograa  good;  however,  if 
unapplied,  it  can  sake  a  good  prograa  bad"  [Ref.  23]. 


D.  CUR  BEIT  STATUS  OF  IIP 

As  the  preceding  discission  indicates,  thsre  are  r  ,c* 
differing  viewpdnts  toward  SIP  ani  nuaerous  issues  that 
reaain  to  be  resolved.  Tiare  is  little  doubt  that  HYP  holds 
traeendcus  potential  for  cost  saving  if  judiciously  applied, 
however,  there  are  also  risks  involved.  Currently,  th9  only 
statutory  authority  for  HYP  is  contained  in  the  1902 
Departaont  of  Defense  Authorization  Act  which  included  the 
following  provisions:  1i  HYP  aay  be  used  for  aajor  systeas 
acquisition,  2)  advance  procurements  «a;  be  eade  to  obtain 
econoaic  lot  prices,  3)  cancellation  ceilings  aay  include 
both  recurring  and  non-recurring  costs,  4)  notification  to 
Congress  i3  required  for  ceilings  ever  5100  Billion. 
Additionally,  as  of  the  writing  of  tils  research  paper,  the 
current  restrictions  of  the  full  funding  policy  still  apply 
and  the  fate  of  House  bill  H. 8.  745  is  unclear.  H.R.  745 
was  returned  to  the  Houss  Arsed  Services  Coaaittee  with  a 
recoesendation  of  further  review  by  designated  sub- 
coiaittces,  which  effectively  seans  no  action  will  be  taken, 
at  least  for  the  97th  Congress. 

In  DOD,  the  services  have  been  i ntoraed  of  which  candi¬ 
dates  have  received  approval  for  HYP  application.  The  Navy 
has  had  four  of  eight  candidates  approved  for  FY  83  as 
viable  HYP  prograas  (Rtf.  19].  Taay  are  the  TAO  fleet 
oiler,  the  HR-46  torpeio,  the  Marine  Corp  hole  laser 
prograa,  and  the  SATO  Sea3parcow  Orialt  kits.  The  c-2  COD 
aircraft  was  approved  as  a  aulti-yaar  contract  in  FY  82,  but 
funding  was  cancelled  by  the  House  Appropriations  Coaaittee 
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foe  FI  83.  Subsequently  the  Senate  reinstated  the  funding 
for  FI  83  and  inforaed  sources  feel  the  reinstatement  will 
not  be  contested  by  the  Rouse  [Bef.  24].  Also,  all  the 
services  have  forwarded  to  the  Secretary  of  Defense  their 
HIP  candidates  for  FI  84. 

The  current  attitude  which  exists  toward  HIP  at  this 
tiie  is  one  of  enthusiasi  and  anticipation  on  the  part  of 
DOD,  and  one  of  doubt  an!  serious  aisgivings  on  the  part  of 
Congress,  specifically  tha  Rouse  hcied  Services  Coaaittee. 
The  aain  point  of  contention  seals  to  be  the  fact  that 
expanded  use  of  HIP  will  reduce  and  decrease  the  aaount  of 
discretionary  funds  over  which  tha  coaaittee  can  exercise 
its  authority.  More  of  the  DOD  buiget  will  becoae  "uncon¬ 
trollable"  and  pre-detenined.  It  rcaains  to  be  seen 
whether  HI?  can  weather  the  stora  and  realize  its  potential. 
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A.  ZHTRODOCTZOH 

As  a  result  of  changes  in  the  coiplexity  of  weapons,  and 
an  unstable  economic  environment,  both  industry  and 
Government  have  been  looking  for  a  batter  way  of  contracting 
for  goods  and  services.  Annual  contracting  as  a  aethod  of 
procuring  large,  coaplex,  and  extremely  expensive  weapons 
systeas,  has  proven  to  be  part  of  the  problem,  rather  than 
the  solution.  As  stated  by  Robert  A.  Fuhrmaa,  Lockheed* s 
Board  Chairaan,  "single-year  contracting  is  the  biggest 
single  problea  we  see  in  the  defense  business"  [Ref.  25:46 
6-1).  Additionally,  the  full  finding  policy  addressed 
earlier  prohibits  contracting  for  sore  end  items  than  can  be 
purchased  with  available  funds.  The  law  and  official  policy 
coupled  with  existing  fiscal  constraints  and  annual  funding 
have  effectively  limited  systeas  acquisition  to  annual 

procureaent.  As  a  result  of  the  problems  plaguing  the 
acquisition  process,  and  the  aany  rules  and  regulations 
involved  which  have  acted  to  liait  contracting  into  a  single 
year  node,  aany  procureaent  people  froa  all  levels  of 

industry  and  gcvernaent  nave  coee  out  in  favor  of  the 
expanded  use  of  aulti-year  contracting.  As  discussed 

earlier,  there  are  nuaerous  advantages  accorded  to  the 
implementation  of  MTP.  liaiaal  research,  however,  has  been 
accomplished  which  measures  the  impact  of  those  benefits 
below  the  priae  contractor  level.  A  review  of  the  litera¬ 
ture  confirms  the  fact  that  the  aajority  of  the  research  has 
been  aimed  at  measuring  the  impact  off  HYP  on  prime  contrac¬ 
tors  and  large  corporations  involved  in  the  defense  market. 
Very  little  has  been  aocoaplishel  with  regard  to  the 
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subcontractor  level,  and  no  effort  has  been  undertaken  in 
assessing  the  impact  of  HYP  on  subcontractors.  In  an 
attempt  to  fill  part  of  this  void,  thi3  survey  of 
subcontractors  was  undertaken. 

B.  SORVEI  BACKGROUND 

This  survey  was  intended  to  detecaine  how  soae  of  the 
subcontractors  involved  la  two  aajor  aircraft  production 
progress  feel  HYP  would  affect  the  way  they  do  business,  and 
whether  or  not  scae  of  the  benafit3  accrued  by  the  prise  as 
a  result  of  HYP,  have  been  passed  on  to  the  subcontractors 
involved.  Subcontractors  in  the  Mr  Force's  P-16  program 
and  the  Navy's  C-2  COD  pragma  were  nailed  section  three  of 
the  survey,  which  asked  then  to  compare  two  different  situ* 
ations.  One  situation  utilizing  annual  contracting  methods, 
and  the  other  HYP  contracting  methods.  Each  company  that 
responded  was  then  contacted  by  phoua  and  asked  to  respond 
to  the  questions  in  sections  one  aid  two  which  dealt  with 
deaographics  of  the  individual,  the  fira  and  the  conceptual 
benefits  of  HYP  respectively. 

A  copy  of  the  survey  i3  contained  in  Appendix  (A).  The 
quwct  ior.naires  were  sent  to  forty-seven  subcontractors 
involved  in  the  two  progress  cited  above.  The  naaes  of  the 
coapanies  which  were  aailed  surveys  are  listed  in  Appendix 
(B|  . 

Because  there  are  aany  subcontractors  involved  in  enua- 
erable  programs  sponsored  by  DDD,  the  size  of  the  fira  was 
not  a  factor  in  determining  the  recipients  of  the  survey. 
In  order  no  elicit  the  respondents'  honest  and  candid 
responses,  they  were  indorsed  that  all  responses  were  non- 
attributable,  and  no  eases  of  deteciining  the  individuals 
company  were  included  in  the  gueetionnaire.  since  all  the 
questions  were  quantifiable  in  nature,  all  responses  were 


analyzed  by  using  a  frequency  distribution  or  an  arithmetic 
average  of  the  responses.  Any  opinions  offered  as  amplif¬ 
ying  data  are  included  in  the  conclusions  section  of  Chapter 
Five. 

C.  SUBVEY  BSSPOSSES 

Of  the  forty-seven  3arveys  tailed,  thirty-one  were 
returned  or  completed  talaphonically  (a  return  rata  of  661). 
Due  to  the  controversial  nature  of  some  of  the  questions, 
many  respondents  also  provided  opinions  and  personal  experi¬ 
ences  to  explain  their  answers.  taese  are  included  in  the 
analysis  whenever  possible. 

The  first  eleven  questions  ore  developed  to  estab¬ 
lish  the  background  of  the  individual  answering  the 
questionnaire,  and  a  profile  of  the  company  for  which  he/she 
works. 

Question  1;  iihich  answer  below  best  describes 
your  area  of  responsibilty  in  the 
f  irm 

a.  Materials  Manager 

b.  Financial  Management 

c.  Contract/Purchasing 

d.  Bngineering/B  6  D 

e.  Program  Manager 

f.  Marketing 


33 


Seventy-one  percent  of  the  respondents  sera  in  the 
area  of  Contracts/Purchas ing,  with  twelve  percent  in 
Material,  and  twelve  percent  in  Marketing,  The  majority  of 
the  fires  contacted  had  no  separate  contracts  departaent. 
The  contracting  function  was  alaost  always  included  within 
another  departaent  or  was  a  division  of  a  functional  area. 
The  head  of  contracts  was  alaost  always  a  aiidle  aanager 
vice  executive. 

To  provide  a  base  from  which  to  determine  the  expe¬ 
rience  level  of  the  respondents,  each  was  asked  to  indicate 
the  nuaber  of  years  in  their  present  position,  and  the 
number  of  years  they  had  been  employed  by  their  firm. 

Those  who  had  been  in  their  present  position  five  to 
twelve  years  constituted  51 .6%  of  the  responses,  while  those 
with  from  one  to  four  years  represented  29%.  The  results 
are  shown  in  Table  I. 


TABLE  I 

Tears  in  Present  Position 


r 


Response 

Absolute 

Frequency 

Relative 
Frequency (%) 

Tumulative 
Frequency  (%) 

<1  year 

3 

9.7 

9.7 

1-4  years 

9 

29.3 

38.7 

5-8  years 

8 

25.  8 

64.5 

9-12  years 

8 

25.8 

90.3 

13-17  years 

2 

5.  5 

96.8 

18-25  years 

1 

3.  2 

100 

TOTAL 

31 

130 

31 


In  Table  II,  tie  results  of  question  four  are 
presented.  The  eajority  of  the  respondents  had  worked  for 
their  fira  for  over  15  years,  with  32. 3%  being  eaployed  for 
over  25  years  by  the  saae  fira. 


MBLB  II 

Tears  Ba ployed  by  Fira 


* 

Sesponse 

Absolute 

Frequency 

Relative 
Frequency  (X) 

Z'jBulative 
Fceguency  (%) 

<5  years 

6 

19.4 

19.4 

5- 10  years 

4 

e 

12.9 

32.3 

10-15  years 

4 

12.9 

45.2 

15-20  years 

2 

8.5 

51.6 

20-25  years 

5 

15.1 

67.7 

>25  years 

10 

32.3 

100 

TOTAL 

31 

100 

• 

As  is  evidenced  by  the  two  tables  presented,  the 
experience  level  of  the  individuals  answering  the  survey  was 
on  the  average  very  high.  The  typioal  respondent  had  18 
years  with  his  fira  aad  3  years  in  his  present  position. 
This  is  a  very  significant  experience  level  froa  which  to 
draw  inforaation  concerning  any  type  of  contracting 
procedures. 

Questions  five  and  six  dealt  with  whether  or  not  the 
fira  concerned  had  ever  dealt  with  a  priae  contractor  before 
who  was  involved  in  a  aajor  defense  contract,  and  if  so,  for 
how  aany  years.  All  of  the  respondents  had  dealt  with  a 
priae  on  a  aajor  defense  contract  previously,  and  on  the 
average  for  over  15  years. 
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Question  seven  asked  what  percentage  of  the  fires 
business  was  governaent  or  DO)  related.  A  few  companies 
regarded  this  as  confidential  infonation  and  as  a  result, 
were  excluded  entirely  fro  a  the  final  analysis.  However, 
54.  8%  of  the  firn  which  did  respond,  experienced  a  50  to  75 
percent  level  of  government  or  defense  work,  with  an  addi¬ 
tional  16.1  percent  having  75  to  10)  percent  government  or 
DOD  related  business. 

Question  eight  pertained  to  the  individual's  experi¬ 
ence  in  being  involved  in  the  defense  industry,  or  being 
employed  by  a  firm  that  dealt  with  the  Department  of 
Defense.  As  was  the  case  with  questions  three  and  four,  the 
individual  averaged  over  2)  years  experience  in  the 
business. 

Question  9  dealt  with  the  activities  which  took  up 
the  most  time  of  the  respondents.  This  question  was  aimed 
at  determining  whether  or  not  the  government  or  the  prime 
was  occupying  a  majority  of  the  time  of  employees  directly 
involved  in  defense  contracts.  The  activities  which 
consumed  the  most  time  ware  meetings  with  prime  contractor 
representatives,  planning,  and  supervising.  Table  III 
summarizes  the  data. 

The  last  two  demographic  questions  asked  whether  the 
individual  or  the  firm,  at  which  he/she  was  currently 
employed,  had  ever  dealt  with  a  prima  involved  in  a  multi¬ 
year  contract.  The  results  were,  33X  of  the  firms  had  been 
involved  in  a  multi-year  environment  before,  and  68%  of  the 
individuals  had  personally  dealt  with  a  multi-year  contract 
before. 

To  draw  a  composite  of  the  individual  and  the  firm 
in  which  he/she  was  employed,  the  following  characteristics 
would  be  present:  The  person  would  have  on  the  average  of  3 
years  experience  in  his  present  position,  18  years  with  his 


33 


n BLE  III 

Activities  ihich  Consume  the  Host  Time 


Response 

Absolute 

Frequency 

Relative 
Frequency  <%) 

Cumulative 
Frequency  (%) 

Supervising 

7 

22.6 

22.6 

Planning 

13 

hi. 9 

64.5 

Mting  with 

Govt  Reps 

3 

9.7 

74.2 

Mting  with 
Prime  Kr  Reps 

8 

25.  3 

100 

TOTAL 

31 
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present  firm,  be  &  middle  manager  in  contracts  or 
purchasing,  employed  in  a  firm  with  aver  15  years  of  experi¬ 
ence  dealing  in  the  defense  industry,  with  50%  of  its 
business  defense  related,  and  have  had  dealt  in  a  multi-year 
contracting  environment  previously. 

2.  SSUZtttlMl  &££&UU  fit 

Section  two  of  tha  survey  concerned  the  conceptual 
benefits  related  to  multi-year  procurement,  and  their  poten¬ 
tial  impact  on  the  individual  firm.  All  of  the  guestior.3 
were  based  on  the  following  premise:  Implementation  of 
multi-year  procurement  at  the  prims  contractor  level  will 
have  the  following  impact  on  my  firm.  Each  question  had 
three  possible  responses;  Agrme,  Disagree,  or  Ho  Opinion, 
and  all  related  to  the  perceived  benefits  of  MYP. 

All  of  the  questions,  except  one,  resulted  in  a 
substanial  number  of  affirmative  responses.  Some  percent¬ 
ages  were  higher  than  others,  but  overall,  every  respondent 
agreed  that  the  benefits  which  wouLd  accrue  to  the  prime 
would  also  favorably  impact  his  firs. 
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Questions  12,  14,  and  15  dealt  with  cost  reduction 
potential  in  the  areas  of  unit  cost,  contract  administra¬ 
tion-  and  direct  labor. 

Question  12:  Hill  reduce  average  unit  cost 
over  the  life  of  a  prograa 

Question  14:  Hill  reduce  contract 
administration  costs 

Question  15:  Hill  result  in  reduced 
labor  costs. 

Question  12  enjoyed  an  87.11  positive  response 
rating,  with  questions  14  and  15  at  51.6  and  57.7*  respec¬ 
tively.  Host  respondents  felt  that  If?  would  in  fact  reduce 
CC3 ts  in  these,  areas,  with  two  caveats  involved:  1) 
Finished  goods  would  be  shipped  to  the  prime  upon  comple¬ 
tion,  and  2)  No  inventory  would  be  accumulated.  A  majority 
of  the  firms  felt  that  holding  ini  inventory  costs  would 
adversely  affect  the  impact  of  advance  buys  and  economical 
production  runs.  This  opinion  was  held  primarily  by  the 
smaller  subcontractors,  who  felt  the  prime  should  be  respon¬ 
sible  for  storing  and  holding  finished  goods  until  they  were 
needed.  Table  IT  summarizes  the  data  from  these  three 
questions. 

Question  16  aslcsi  if  an  increase  in  productivity 
would  result,  and  80.5*  of  the  respondents  felt  it  would, 
with  12.9%  disagreeing.  The  majority  of  the  respondents 
felt  that  the  stability  created  by  being  able  to  buy  in  EOQ 
quantities  and  the  ability  to  plan  long  range  and  being  able 
to  keep  the  most  economical  production  run  functioning  at 
peak  efficiency  were  responsible  for  the  increase  in 
productivity. 
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Questions  17  and  18  dealt  with  the  question  of  work¬ 
force  and  aanpower  stabilization. 

Question  17:  will  stabilize  your  workforce. 

Question  18:  Wil 1  stabilize  your  production 
aanpower  loading  requireaents. 

An  average  of  92*  of  the  responses  indicated  that 
both  areas  would  be  stabilized  as  a  result  of  NT?.  Thi3 
would'  occur  priaarily  beoause  of  the  ability  to  plan  the 
factory  and  the  potential  of  better  long-range  planning 
possibilities. 

The  only  question  concerning  the  conceptual  benefits 
of  HIP  which  received  a  rather  adzed,  luke  war®  reception 
wa3  question  nuaber  20,  wnich  asked  if  MYP's  iapleaent&tion 
would  result  in  the  fira  coape  ting  cor  more  defense  related 
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business.  As  shown  in  Table  7,  opinions  were  split  between 
ages#  and  disagraa.  The  reason  for  this  distribution  tost 
oftan  ancouatared  was  that  the  firs  already  had  all  .the 
defense  business  it  vented,  i.e. ,  a  conscious  corporate 
decision;  the  firs  enjoyed  the  currant  percentage  level  of 
defense  business;  or  the  fact  that  it  vas  hard  to  iaprove  on 
a  30%  or  95%  level  of  030  related  business  which  the  coapany 
currently  enjoyed.  Table  7,  presents  in  detail  the  break¬ 
down  of  the  data. 


table  v 

Hould  coapete  for  (fore  Defense  Business 


-- . 

8espor.se 

Absolute 

Relative 

Cumulative 

Frequency 

Frequency  (%) 

Frequency  (%) 

Disagree 

No  opinion 

10 

9 

32.3 

29. D 

32.3 

61.3 

Agree 

12 

38.7 

100 

TOTAL 

31 

i 

i 

si 

1 

1 

1 

The  last  two  questions  in  this  section  dealt  vith 
the  modernization  of  production  capacity  and  capability,  and 
whether  or  not  the  surge  capability  of  production  during  an 
eaergency  situation  would  increase.  Of  the  responses 
received,  54.8%  felt  that  their  firms  would  be  willing  to 
iaprove  their  production  capacity  as  a  result  of  MYP,  with 
29%  disagreeing.  In  regard  to  surge  capability,  aost  people 
felt  the  it  would  increase,  but  that  this  would  be  a  func¬ 
tion  of  the  amount  of  advanced  buys  financed  by  the  priae, 
and  not  totally  because  of  MY?. 
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Across  the  board,  every  respondent  fait  that  tha 
baa «f its  accrued  by  the  priae  would,  in  one  foca  or  another, 
favorably  iapact  his  firs.  This  is  evidence  that  most 
subcontractors  in  the  aircraft  industry  perceive  a  triclcl* 
down  effect  of  potential  benefits  fra*  the  priae  as  a  result 
of  implementation  of  MTP. 

3.  siia&iimi  i&iLxaLs 

Section  three  of  the  questionnaire  asked  the  respon- 
dent  to  coapare  two  situations  concerned  with  a  lengthy 
production  run  and  contract.  situation  one  consisted  of  a 
priae  involved  in  a  long-term  production  prograa  with  a 
particular  service  which  had  an  estiaated  eight  year  life, 
with  annual  contracting  procedures  to  be  utilized  for  the 
remaining  production  years.  This  environaent  was  to  be 
coapared  to  situation  two,  which  was  to  be  conducted  under 
multi-year  procedures  with  the  following  provisions:  1)  a 
five  year  contract  life,  2)  the  prime  would  be  reimbursed 
for  aaterials  purchased  for  use  up  to  two  years  in  the 
future,  3)  the  cancellation  ceiling  had  provisions  to 
include  non-recurring  costs,  and  4)  the  contract  awarded  to 
the  prime  was  FPI  (Fixed  Price  Incentive) .  Tha  respondents 
were  asked  to  coapare  situation  two  to  situation  one,  and  in 
their  opinion  estimate  the  percentage  change  for  each  cost 
involved  which  they  think  would  result.  This  approach  '.as 
taken  in  order  to  force  tha  respondent  to  apply  his  percep¬ 
tions  of  both  annual  and  IIP  to  a  specific  situation,  given 
only  a  few  parameters.  This  section  provided  the  most 
enthusiasm  and  controversy  and  was  designed  as  the  heart  of 
tha  research  effort.  The  fundamental  goal  of  the  author's 
research  was  to  be  able  to  compare  the  cost  iapact  of  two 
different  contracting  methods  which  were  in  practice  today. 
As  stated  previously,  MJP  in  order  to  succeed,  must  be  able 
to  show  substantial  cost  savings  in  both  material  and  labor. 
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1  pritary  objective  in  today’s  econoiic  enviroment  is  tors 
bang  for  tha  bade.  The  ability  to  buy  sort  with  a  fixed 
level  of  funding  is  the  ultiaate  goal  of  the  govarnaent 
contracting  officer.  The  hay  to  vhathar  SIP  liras*  or  dies* 
is  going  to  be  its  ability  to  sara  aonay*  reduce  costs*  and 
stretch  the  DOD  jrocureaent  dollar.  To  this  and*  section 
three  etteapted  to  solicit  the  opinions  of  the  rations 
subcontractors  inrolred. 

The  first  fire  questions  dealt  with  tha  percentage 
of  cost  increase  or  decrease  in  tha  production  phase  of  tha 
aanufacturlng  process*  and  the  iapact  on  aiainistration 
costs  for  the  two  aathods  being  coiparad.  The  initial  firs 
gusstions  contained  the  saae  possible  responses  as  quastion 
22*  which  is  presented  below. 


Question  2  2:  Direct  labor  cost  pec  unit  produced? 

a.  Sraater  than  33*  increase 

b.  2Q  to  33*  increase 

c.  5  to  15*  increase 

d.  No  change 

e.  5  to  15*  demise 

f.  20  to  33*  decrease 

g.  Sraater  than  30*  decrease 


ka  can  be  seen*  Question  22  ashed  whether  or  not 
Direct  Labor  costs  per  unit  produced  would  decrease  or 
increase  over  the  life  of  the  prograi.  The  aajority  of  tha 
respondents,  (77.a*),  fait  that  at  least  a  5  to  15  percent 
reduction  would  result.  However*  six  contractors*  or  19.3* 
felt  that  there  would  be  a<3  change  or  even  an  increase  in 
labor  costs.  The  reason  lost  often  given  for  the  reduction 
was  the  length  of  the  production  run*  and  tha  resulting 
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stability  created  by  a  fir  a,  long  tan  coaaiteent  both  by 
DOD  and  the  prime. 

Question  23  pertained  to  aanafacturing  overhead  cost 
per  unit  produced.  The  results  were  a  71. OS  response  which 
stated  a  5  to  15  percent  decrease  in  overall  costs  would  be 
achieved.  All  of  the  contractors  who  responded  felt  that 
overhead  was  the  eost  difficult  cost  to  pin  down  and  there* 
fore  to  accurately  estiaate.  It  i3  the  one  area  in  which 
the  largest  "grey"  area  exists.  As  a  result,  aost  said  yes, 
a  reduction  would  occur,  but  hedged  as  to  the  degree  and 
picked  5  to  15*  priiarily  because  it  was  the  lowest 
reduction  response  available. 

Question  24  dealt  with  the  area  of  contract  adeinis- 
tration  costs.  This  was  the  only  question  which  did  not 
receive  a  positive  aajority.  In  fact,  64.5, t  stated  there 
would  be  no  change  In  the  costs  associated  with  the  adainis- 
tration  of  an  HIP  contract,  coaparad  to  the  aiainistration 
of  an  annual  buy.  The  aain  reason  giver,  was  the  increased 
level  of  reporting  required,  and  tie  fact  that  Seneral  and 
Adaicistrative  expenses  are  fairly  fixed  and  would  not  be 
totally  avoided  no  aattar  what  ths  lathed  utilized.  Table 
VI  suaaarizes  the  results  of  questioa  24. 

Questions  25  and  25  dealt  directly  wita  the  produc¬ 
tion  aspects  of  the  contract  and  were  aiaed  at  identifying 
ths  iepact  of  HI?  on  the  eatecial  and  assaably  costs 
incurred  in  association  with  the  sit-up  and  production  line 
costs.  As  presented  by  Captain  Berjans  and  Captain  Elbroch, 
of  the  Air  Force  Institute  of  Technology  (AFIT)  at 
Hright-Patterson  Air  Force  Base,  ia  their  thssis  project, 
which  concentrated  on  priie  contractors,  this  particular 
area  revealed  where  the  sost  significant  cost  savings  could 
be  realized.  One  of  ths  goals  of  this  research  was  to 
ascertain  if  this  saae  conclusion  was  in  fact  the  case  at 
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TABLE  71 

Contract  Adainistratioa  Costs 


Response 

5— 1556  increase 
No  change 
5-15%  ..decrease 
20-30%  decrease 
<30%  decrease 


TOTAL 


Absolute 

Frequency 

2 

20 

6 

1 

2 


31 


Relative 
Frequency  (%) 

6.5 
64.5 
1  j.  4 

III 


130 


Cumulative 
Frequency  (%) 


100 


the  subcontractor  level  and  to  what  extent,  if  any,  HYP 
iapacted  the  aaterial  aspect  of  the  contract.  As  was  tha 
case  with  the  AFIT  thesis  project,  all  but  one  of  the 
subcontractors  interviewed  agreed  that  the  aost  substantial 
savings  would  be  realized  in  i  is  area.  However,  in  regard 
to  set-up  and  production  line  costs,  the  degree  to  which  HYP 
would  be  a  factor  was  auch  less.  Yost  felt  that  there  would 
be  little  or  no  change  in  the  costs  of  the  initial  set-up, 
and  even  less  of  a  savings  on  tha  production  line  itself. 
The  results  of  these  two  questions  are  presented  in  Table 
▼II. 


During  the  hearings  on  the  capability  of  the  defense 
industrial  base,  one  of  the  aain  concerns  addressed  vas  the 
inability  of  first  and  second  tier  subcontractors  to  pick  up 
production  on  short  notice.  The  pcoblea  is  aggravated  by 
the  fact  that  aany  subcontractors  have  left  the  defense 
aarket,  or  have  reduced  capacity  in  the  face  of  an  unstable 
econoay  5].  The  president  of  Hughes  Aircraft  Coapany, 
in  a  letter  to  a  ADM  Ferraro,  noted  that  an  increased  surge 
capability  is  a  significant  positive  factor  of  SY?,  and  the 
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flat trial  and  Production  Line  Costs 


1 

Response-Q 25 

Absoulute 

Relative 

Cumulative 

Frequency 

Frequency  (%) 

Frequency  (%)  i 

5-15%  increase 

1 

3.2 

3.2 

Ho  change 

1 

3.2 

6.5  i 

5-15%  decrease 

27 

87.1 

93.5 

20-30%  cecrease 

2 

6.5 

100 

Response-Q 26 

1§ 

38.7 

48.  4 

it:  T 

20-30%  decrease 

3 

9.7 

96.8 

<30%  decrease 

1 

3.2 

100 

ability  to  rapidly  enter  into  a  surge  or  mobilization  condi¬ 
tion  in  the  second  year  i3  enhanced  *Re£.  13].  Questions  27 
and  28  were  develope*d  to  determine  whether  or  not  the  surge 
capacity  at  the  subcontractor  level  was  in  fact  affected 
either  positively  or  negatively,  and  whether  or  not  the  time 
involved  to  reach  an  increased  production  rate  would  be 
decreased.  Question  27  ashed  whether  the  surge  capacity 
would  be  increased.  There  was  some  uneasiness  on  the  part 
of  scae  respondents,  priaarily  iu3  to  the  fact  that  the 
increase  in  surge  capability  would  be  directly  proportional 
to  the  aaount  of  advance  buys  possible,  and  the  amount  of 
long  lead  items  on  hand  at  the  time.  The  responses  ranged 
from  greater  than  a  30%  increase  to  a  greater  than  a  30% 
decrease,  with  the  majority  in  the  3  to  15%  increase  range. 
On  the  ether  hand,  the  responses  to  Question  23  reveal  that 
the  respondents  were  a  bit  more  positive  that  the  time 
aspect  would  be  reduced.  The  majority  of  the  respondents 
felt  that  a  10  to  20%  decrease  in  the  time  required  to  surge 


from  a  peacetime  to  a  wartime  production  rate  would  result. 
The  results  to  questions  27  and  28  are  presented  in  Table 
VIII. 


IIBLE  VIII 

Increased  Surge  Capacity  and  Production  Bate 


Respor.se-Q  27 

>30%  increase 
20-30%  increase 
5-15%  increase 
Mo  change 
5-15%  decrease 
>30%  decrease 

Respcnse-Q28 

decrease 
decrease 
decrease 
decrease 
jg-3$*  decrease 
35-40%  decrease 


Absolute 

Frequency 

2 

2 

17 

6 

3 

1 


18 

5 

3 

1 

2 

2 


Relative 
Freguency  (%) 

6.5 
6.5 
34.  8 
19.  4 
9.7 
3.2 


58.  1 
16.  1 
9.7 
3.2 
6.5 
6.5 


Cumulative 
Frequency  (%) 

6.5 

12.9 

67.7 
87.1 

96.8 
100 


58.1 

74.2 
83.9 
87.1 
93.5 

100 


Questions  29  and  30  were  presented  in  an  attempt  to 
ascertain  if  there  is  a  tendency  on  the  part  of  subcontrac¬ 
tors  to  avoid  long-ter«  projects  or  prograas.  The 
overwhelming  response  froa  the  respondents  was  that  aost 
companies  prefer  a  long-term  prograa  with  a  stable,  long- 
tern  commitment,  especially  in  the  present  environment  of  a 
prolonged  recession  and  an  unstable  market.  As  a  result 
93.5%  of  the  respondents  disagreed  with  the  notion  that 
their  companies  would  not  coapets  for  a  contract  based  on 
the  premise  that  it  would  entail  a  long  production  run  with 
an  anticipation  of  a  low  profit  eargin.  Most  of  the  compa¬ 
nies  involved  would  accept  a  lower  profit  if  a  stable,  long 
term  commitment  could  be  realized.  Along  the  saae  lines. 
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Question  30  asked  if  the  firm  involved  would  choose  not  to 
coapete  for  a  contract  with  a  long  production  ran  because  of 
being  locked  into  a  long-term  project.  Of  the  companies 
interviewed,  93.5%  disagreed,  on  the  basis  cf  preferring  a 
long-tera  project  with  the  resultant  stabilizing  effect  on 
production,  the  workforce,  and  the  factories  workload.  The 
Majority  of  the  contractors  responding  to  these  two  ques¬ 
tions  felt  that  workload  leveling,  and  smoothing  out  of  the 
peaks  and  valleys  of  production  voluae  would  be  an  incentive 
to  engaging  in  a  long-tera  project. 

The  question  of  constraints  to  an  increased  surge 
capacity  were  addressed  in  questions  31  and  32.  Question  31 
asked  whether  material  would  be  a  aajor  or  minor  constraint 
to  an  emergency  production  surge,  and  question  32  addressed 
the  issue  from  the  direct  labor  aspect.  3f  the  firms 
responding,  83.9%  felt  that  material  would  be  a  major 
constraint,  and  90.3%  felt  that  direct  labor  would  be  a 
minor  constraint.  The  crux  of  the  matter  seems  tc  be  the 
increased  lead  times  now  being  encountered  for  a  majority  of 
the  raw  materials  required  in  aircraft  production.  Certain 
raw  materials  such  as  titanium,  have  lead  times  approaching 
a  year,  and  some  forgings  and  special  tooling  require  10-12 
months  lead  time.  These  time  -rasas  place  a  tremendous 
burden  on  the  production  and  assembly  processes  involved  in 
the  aircraft  industry.  Ks  a  result,  the  volume  of  raw 
materials  on  hand  and  their  availability  would  pose  a  vary 
serious  problem  in  increasing  a  production  line  rate.  On 
the  other  hand,  90.3%  felt  that  iirect  labor  would  be  a 
minor  constraint  and  would  not  pose  a  aajor  threat  to  stop¬ 
ping  an  increase  in  production.  The  high  rate  of 
unemployment  is  the  major  factor.  lae  lack  of  experience  of 
the  workforce  at  large,  however,  was  mentioned  as  3 
significant  factor  in  the  overall  laoor  picture. 
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As  mentioned  previously  in  Chapter  II ,  the  ability 
to  buy  in  advance  and  in  B3Q  quantities,  is  one  of  the  major 
advantages  related  to  the  expanded  use  of  MYP.  Question  33 
was  presented  in  an  attempt  to  quantify  the  amount  of 
aaterial  which,  in  the  opinions  of  the  respondents,  could  be 
purchased  as  advanced  buys.  The  question  provided  four 
responses,  which  established  specific  percentages  which  they 
felt  could  apply.  The  percentages  were;  a)  10-25%,  b) 
25-50%,  c)  50-75%,  and  d|  75-90%.  All  of  the  respondents 
felt  that  a  percentage  of  the  materials  involved  could  be 
bought  in  advance,  but  that  the  level  of  advanced  procure¬ 
ment  would  be  based  on  the  funding  provided  by  the 
government  and  the  prime.  The  results  of  question  33  are 
presented  in  Table  IX. 


r  ABLE  IX 

Percentage  of  Material  Purchased  as  Advanced  Buys 


The  last  two  questions  of  the  survey  were  inserted 
in  an  attempt  to  deteraiae  the  contractors  willingness  to 
invest  in  productivity  enhancements  and  to  raise  the  tech¬ 
nology  level  of  his  production  facilities  to  the  state  of 
the  art.  The  results  were  as  follows:  Question  34,  87.1% 
agreed  that  they  would  be  willing  to  invest  in  productivity 
enhancements  and  equipment,  and  9.7%  had  no  opinion.  To 
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question  35,  74  .256  agree!  that  their  fire  would  raise  its 
technology  level  to  the  state  of  tha  art  and  16.1%  said, 
they  would  not,  primarily  because  they  thought  they  were 
already  there. 

D.  S0B81RT 

The  main  foots  of  this  chapter  aas  been  to  reflect  tha 
aajor  opinions  of  subcontractors  regarding  the  iapact  of  HIP 
on  their  firm.  This  was  accomplished  by  examining  the 
responses  made  by  subcontractors  in  the  aircraft  production 
industry  to  a  questionnair e  prepared  by  Air  Porce  Captains 
Steve  Berjans  and  Larry  Elbroch,  and  aodified  by  the  author. 
Tha  questionnaire  sought  to  express  subcontractor  opinion  on 
various  aspects  of  HYP  and  its  potential  iapact.  The 
responses  to  each  of  the  survey  questions,  where  applicable, 
were  summarized  in  tables  or  in  narrative  form. 
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A.  FZIDZI6S  AID  COSCLOSIOHS 

The  objective  of  this  study  was  to  contribute  accurate 
data  reflecting  various  subcontractors  opinions  on  the 
iapact  of  multi-year  procureaent.  The  principal  findings 
and  conclusions  were  derived  from  opinions  received  during 
personal  interviews  and  the  questionnaire  response  data 
discussed  in  the  previous  chapter: 

1.  Ir.  general,  the  subcontractors  interviewed,  perceived 

a  fall-out  of  the  benefits  accrued  by  the  prime  in  a 
multi-year  contracting  environment.  411  of  the 
contractors  who  responded  to  the  survey  expressed  the 
opinion  that  their  firs  would  realize  some  form  of 
benefit  from  the  implementation  of  MYP  at  the  prime 
contractor  level.  The  main  points  of  disagreement 
were:  how  much  would  actually  flow  down  to  the 

contractor,  which  areas  would  be  affected  the  most, 
and  the  impact  on  overall  cost  reduction.  To  date, 
most  of  the  contractors  have  Celt  a  reluctance  on  the 
part  of  the  primes  to  completely  relax  and  let  MYP 
take  its  course.  There  seems  to  be  a  wait  and  see 

attitude  on  the  part  of  the  primes  in  relation  to 
Congressional  action  on  recent  DOD  initiatives  in  the 
MYP  arena,  (i.  a. :  H.R.  745,  the  PY  83  DOD 

Authorizations  Bill,  and  rongressional  committee 
action  on  DOD's  PY  34  myp  caniidate  list). 

2.  The  area  of  greatest  potential  savings  was  felt  to  be 
in  the  purchase  of  EOQ  quantities  of  material. 
Across  the  board,  each  contractor  expressed  the 
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opinion  that  the  majority  of  savings  would  be  real¬ 
ized  in  the  purchase  of  material  in  advance,  at  now 
year  prices,  and  in  large  quantities.  The  degree  to 
which  this  would  be  a  factor,  is  contingent  upon  the 
level  of  funding  allotted  to  the  front-end  of  the 
contract  for  advanced  procure* ant  of  long  lead  items 
and  raw  materials.  The  key  is  to  have  the  primes' 
investment  covered  by  either  the  cancellation  ceiling 
or  funded  in  the  termination  liability. 

3.  MYP  is  regarded  as  a  partial  solution  to  slowing  the 

erosion  of  the  defense  industrial  base  by  both 
industry  and  DOD.  This  will  be  accomplished  prima¬ 
rily  by  encouraging  both  primes  and  subcontractors 
to,  a)  invest  in  state  of  the  art  equipment,  b| 

expand  their  business  base,  and  c)  encourage  compa¬ 
nies  to  enter  the  defense  marketplace  for  the  first 
time.  These  three  results  of  the  expanded  applica¬ 
tion  of  HYP  were  voiced  unanimously  by  both 
government  and  industry  alike. 

4.  In  nearly  all  instances,  contractors  involved  in  the 
defense  industry  endorse  MTP  concepts  primarily 
because  of  the  potential  cost  savings,  and  the 
increased  stability  achieved  in  long-term  commit¬ 
ments.  In  order  to  substantiate  the  cost  savings 
possible  under  MY?  as  opposed  to  annual  contracting 
methods,  one  of  the  primes  involved  in  the  study 
requested  three  proposals  from  its  subcontractors. 
One  proposal  based  on  annual  contracting  procedures, 
one  proposal  based  on  M?P  procedures,  and  one 
proposal  based  on  the  most  economical  and  efficient 
production  rate  and  purchasing  possible.  This  proce¬ 
dure  was  endorsed  by  all  of  the  subcontractors 
involved  primarily  because  tae  savings  were  readily 
identified,  the  overall  benefits  of  contracting  for 
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more  than  one  year  were  established  up  front,  and  the 
prime  non  had  firm  prising  lata  upon  which  to  base 
its  proposal.  This  approach  thus  enhances  the  entire 
program  by  avoiding  price  fluctuations  on  critical 
materials,  and  stabilizing  purchasing,  scheduling, 
and  deliveries  of  raw  materials. 

5.  The  laws  and  regulations  regarding  the  use  of  HYP 

must  be  changed.  This  opinion  was  voiced  by  every 
contractor  interviewed,  and  most  specified  the 
following  areas  in  which  change  is  required  immedi¬ 
ately:  a)  The  cancellation  ceiling  should  be 

increased  to  realistic  levels  for  major  systems 
acquisitions.  This  has  bean  alleviated  to  soma 
extent  by  the  passage  of  the  DOD  82  Defense 
Appropriations  Act,  which  raised  the  ceiling  to  100 
million  and  requires  Congressional  approval  on  a  case 
by  case  basis  for  any  contractor  request  exceeding 
that  •  amount.  b)  Include  recurring  costs  in  the 
cancellation  ceiling.  c>  Increase  the  level  of  prog¬ 
ress  payments  authorized.  These  last  two  points  ware 
regarded  as  crucial  and  must  be  accompanied  by  the 
increased  cancellation  ceiling. 

6.  A  majority  of  the  contractors  felt  that,  as  a  result 
of  implementation  of  HYP,  the  surge  capacity  would  be 
enhanced,  but  would  depend  largely  on  the  amount  of 
advnced  buys  funded  and  the  lead  times  involved.  One 
contractor  specified  that  the  surge  capacity  would 
increase  most  significantly  In  the  second  and  third 
years.  Additionally,  the  time  it  would  take  to  surge 
from  a  peacetime  production  rate  to  a  wartime  produc¬ 
tion  cate  would  be  greatly  reduced.  One  California 
firm  stated  that  a  50*  decrease  in  the  time  required 
to  gear  up  to  top  capacity  wonld  result.  Host  of  the 
respondents  felt  that  a  reduction  in  the  time 
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required  to  reach  wartime  production  would  be 
decreased  5  to  15  percent  at  least. 

7.  The  lost  significant  finding  was  not  even  addressed 
in  the  survey  itself  but  was  voiced  in  one  fora  or 
another  by  every  firm  interviewed.  This  was  the 
issue  of  overall  awareness  of  the  aulti-year  funding 
and  contracting  process  in  general.  Most  buyers  at 
the  subcontractor  level  are  not  familiar  with  the 
fundamental  requirements  and  procedures  involved  in 
executing  a  multi-year  contract.  3ns  executive 
stated  that  he  was  the  only  one  in  the  company  who 
knew  enough  about  1  YP  to  negotiate  a  contract  with 
the  prime.  Thi3  aad  placed  a  tremendous  administra¬ 
tive  burden  on  himself  and  the  company.  Most 

ccntractors  believed  that  the  primary  reasons  for 
this  situation  were:  a)  the  short  time  in  which  MYP 

has  been  in  existence  and  been  utilized  to  date,  b)  a 
lack  of  commitment  by  DOD  to  MYP  procedures,  c)  a 
lack  of  formal  training  in  MYP  procedures  by  both  DOD 
and  industry,  and  d)  a  wait  and  see  attitude  on  the 
part  of  industry  concerning  the  future  of  MYP. 
Several  respondents  felt  that  they  perceived  an 
atmosphere  of  hesitation  and  serious  misgivings  on 
the  part  of  Congress  as  the  root  cause  of  the 
problem.  In  any  case,  most  of  the  contractors  felt 

that  too  much  had  happened,  too  fast,  in  regard  to 
the  implementation  of  MYP.  Industry  is  waiting  and 
watching  for  a  change  in  the  attitude  of  DOD  and 
Congress  pertain.’  n:  to  MYP.  Until  this  occurs,  the 
defense  contractor  will  not  iak9  a  major  investment 
in  making  MYP  work. 
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.  DOD  should  review  the  goals  and  objectives  of  HIP, 
and  determine  what  priority  it  should  have  in  rela¬ 
tion  to  other  DOD  policies.  DOD  needs  to  give 
industry  and  Congress,  a  clear  signal  as  to  where  it 
stands  on  the  future  use  of  HIP.  If  the  priority  is 
present,  then  a  formal  training  program  should  be 
initiated  by  the  Office  of  The  secretary  of  Defense 
(OSD).  The  participation  of  OSD  is  critical,  because 
the  apparent  interest  by  DOD  leadership  makes  the 
importance  of  such  a  move  i  clear  signal  to  both 
industry  and  Congress.  Without  this  sign  of  a 
commitment  from  D00,  the  wait  and  see  attitude  on  the 
part  of  industry  will  continue,  and  Congressional 
reluctance  and  hesitation  will  deepen. 

DOD  should  lend  it3  support  and  influence  to  legisla¬ 
tion  concerning  HYP.  The  establishment  of  a  body  of 
law  specifically  addressing  HYP  is  a  basic  require¬ 
ment  to  its  success  and  growth.  This  would  create  a 
formal,  concrete  foundation  upon  which  the  industrial 
marketplace  could  depend.  The  resultant  stability 
would  enhance  the  transition  of  HIP  into  the  fore¬ 
front  of  the  DOD  acquisition  process. 

I.  It  is  recommended  that  further  research  be  conducted 
in  regard  to  other  industries,  such  as  shipbuilding, 
tc  determine  the  impact  of  HfP  on  the  subcontractors 
involved.  It  is  clear  that  the  aircraft  industry  is 
receiving  benefits  from  the  implementation  of  HYP, 
but  further  study  13  required  of  other  industries  and 
different  levels  of  the  subcontractor  community  to 
ascertain  the  extent  to  which  HYP  has  affected  their 
business.  Much  more  research  is  needed  at  the  lower 
levels,  which  would  include  the  smaller  firms  which 
supply  the  first  and  second  tier  subcontractors. 


4.  Although  the  survey  did  not  directly  address  this 
issue,  the  author  recoaaenis  that  a  link  be  created 
between  the  BY?  acquisition  process  and  the  Planning, 
Programing  and  Budgeting  System  (?PBS> ,  currently 
utilized  in  budget  formulation.  This  would  add 
stability  by  avoiding  soie  of  the  last  ainute 
slashing  and  infigating  now  the  case  in  finalizing 
the  Presidents  budget  submission  to  Congress.  There 
oust  be  an  interface  between  what  is  contained  in  the 
Five  Year  Defease  Plan  (FifDP),  the  President's 
budget,  the  DOD  Authorizations  bill,  and  what  the 
Any,  Navy,  or  Air  Force  -actually  want  to  buy  and 
when  they  want  to  have  it  operational. 

5.  DOD  should  pursue  the  approvaL  of  legislation  now  in 

committee,  H.R.  7*5,  which-  establishes  new  thresh¬ 
olds  and  realistic  limitations  on  the  use  of  SYP. 
Specifically,  the  following  araas  should  be  consid¬ 
ered  as  minimum:  a)  permanently  raisa  the  limit  on 

the  cancellation  calling,  b|  raise  the  level  of  prog¬ 
ress  payments,  ci  include  recurring  costs  in  the 
cancellation  ceiling,  d>  incorporate  a  special  profit 
factor  for  MY?  contracts  to  recognize  the  increased 
risks  involved  in  some  cases.  These  changes  should 
be  aimed  at  helping  some  of  :he  smaller  subcontrac¬ 
tors  who  are  continually  feeling  tne  pinch  of 
inflation  and  the  high  carrying  costs  of  inventory 
and  assets.  These  smaller  cospaniss  must  borrow  at  a 
higher  rata  of  interest  than  prime  contractors  due  to 
their  less  preferential  financial  position.  They 
have  fewer  financial  resources  available  and  must 
turn  over  their  assets  more  frequently  and  reduce 
debt  ratios  to  avoid  the  high  cost  of  capital.  If 
the  defense  industrial  base  is  o  be  rebuilt  and 
strengthened,  the  "little  guys"  will  have  to  be 
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considered,  end  assisted  bf  conscious  effort  end 
actiee  legislation. 


!££28&H  ft 

SORVBr  QOBsriosmiaE 


1.  SECT IOB  I 

This  section  is  primarily  concerned  with  your  background 
and  experience,  and  your  firas  history  in  dealing  with  a 
priae  involved  in  a  dofensi  contract. 


1.  Which  answer  below  be3t  describes  your  area  of 
responibilit y  in  the  firs 

a.  Materia? s  Manager  a.  Prograa  Manager 

b.  Financial  Nanageaent  f.  Marketing 

c.  Contract s/vurchasing 

d.  Engineering/8  &  0 

• 

2.  Which  choice  below  best  describes  your  position  within 
the  firm? 

a.  Executive 

b.  Middle  Nanageaent 

c.  Supervisor 

3.  For  how  eany  years  have  you  been  in  your  present  posi¬ 
tion? 

a.  less  than  1  year  e.  13  to  17  years 

t.  1  to  4  years  f.  18  to  25  years 

c.  5  to  8  years  g.  over  25  years 

d.  9  to  12  years 


4.  How  many  years  have  you  been  employed  by  your  fire? 

a.  less  than  5  years  e.  20  to  25  years 

b.  5  to  10  years  f.  over  25  years 

c.  10  to  15  years 

d.  15  to  20  years 

5.  Has  your  fire  ever  dealt  with  a  prise  contractor  on  a 
■ajor  defense  contract  before? 

a,  yes  b.  no 

6.  If  sc,  for  how  aany  years  has  your  firm  acted  in  this 
capacity? 

a.  less  than  5  years  c.  10  to  15  years 

b.  5  to  10  years  d.  over  15  years 

7.  What  percentage  of  your  firms  business  is  government 
or  DOD  related? 

a.  less  than  105  d.  50  to  755 

b.  10  to  255  e.  75  to  1005 

c.  25  to  505 

8.  How  many  years  have  you  personnaily  been  involved  in 
the  defense  industry  or  held  a  position  in  a  firm 
dealing  with  the  defease  iadustry? 

a.  less  than  5  years  d.  *5  to  20  years 

b.  5  to  10  years  e.  20  to  25  years 

Cm  10  to  15  years  f.  over  25  years 
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9.  In  your  current  position,  which  of  the  following 
activities  consuaes  the  most  tine? 

a.  Supervising 

b.  Planning 

c.  Nestings  with  Govern  aent  Raps. 

d.  Nestings  with  Priae  Contractor  Reps. 

e.  Budgeting 

10.  Has  your  fira  ever  dealt  with  a  Priae  involved  in  a 
aulti-year  contract  before? 

a.  yes  b.  no 

11.  Have  you  ever  dealt  with  a  Priae  involved  in  a  aulti- 
year  contract  before? 

a.  yes  b.  no 


B.  SBCTZOV  IX 

The  following  questions  relate  to  the  conceptual 
benefits  related  to  aulti-year  procureaent,  and  their  iapact 
on  your  fira.  Please  select  tae  response  that  best 
describes  your  firas  experience  in  this  area.  all  of  the 
questions  are  based  on  the  following  preaisa: 
lap  lease  tat  ion  of  aulti-year  procatsaent  at  the  priae 
contractor  level  will  have  the  following  iapact  on  ay  fira: 
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12.  9111  reduce  average  unit  cost  over  the  Ufa  of  a 
prograa. 

a.  Disagree 

b.  No  opinion 

c.  Agree 

13.  9ill  Increase  standardization. 

a.  Disagree 

b.  No  opinion 

c.  Agree 

14.  9111  reduce  contract  adainistcatian  costs. 

a.  Disagree 

b.  No  opinion 

c.  Agree 

• 

15.  9111  result  in  reduced  labor  costs. 

a.  Disagree 

b.  No  opinion 

c.  Agree 

16.  Hill  increase  productivity. 

a.  Disagree 

b.  No  opinion 

c.  Agree 
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17.  Mill  stabilize  your  workforce. 

a.  Disagree 

b.  Mo  opinion 

c.  Agree 

18.  Bill  stabilize  your  production  empower  loading 
requirements. 

a.  Disagree 

b.  No  opinion 

c.  Agree 

19.  Hill  increase  modernization  of  production  capability 
and  capacity. 

a.  Disagree 

b.  No  opinion 

c.  Agree 

20.  Hill  result  in  ay  fira  competing  for  more  defense 
related  business. 

a.  Disagree 

b.  No  opinion 

c.  Agree 
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.  Hill  increase  the  serge  capability  of  production  during 
an  emergency  situation. 

a.  Disagree 

b.  No  opinion 

c.  Agree 


C.  SECTIOf  III 

In  this  section,  you  are  ashed  to  compare  the  impact  of 
multi-year  contracting  to  annual  contracting.  All  the  ques¬ 
tions  vill  be  based  on  the  situations  described  below. 

Situation  I:  Your  firm  is  a  subcontractor  to  a  Prime 
engaged  in  a  long  term  production  program  with  the  Air 
Force/Navy.  The  particular  service  involved  estimates 
another  eight  years  of  production  life.  You  anticipate  that 
annual  contracting  will  be  used  for  the  remaining  production 
years. 

Situation  II:  The  3aas  situation  a3  in  I  exists,  except 
that  the  Air  Force/Savy  has  offered  the  Prime  a  multi-year 
contract  with  the  following  provisions;  a  five  year 
contract,  Air  Force/Navy  will  reimburse  the  Priae  for  mater¬ 
ials  purchased  for  use  up  to  two  years  in  the  future,  the 
cancellation  ceiling  has  provisions  to  cover  non-recurring 
costs,  and  the  contract  awarded  is  F?I. 

The  responses  below  represent  percentage  changes  for 
each  type  of  cost  involved.  Based  on  the  situations 
presented  above  please  estimate  the  cost  impact  that  would 
result  in  comparing  Situation  II  (HYP)  to  Situation  I 
(annual  buy). 
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22.  Direct  labor  cost  per  unit  produced? 


a.  Greater  than  30%  increase.  e.  5  to  15%  decrease 

b.  20  to  30%  increase  £.  20  to  33%  decrease 

c.  5  to  15%  increase  g.  Greater  than  30% 

d.  Mo  change  decrease 

23.  Manufacturing  overhead  cost  per  aoit? 

a.  Greater  than  30%  increase  e.  5  to  15%  decrease 

b.  20  to  30%  increase  f.  20  to  30%  decrease 

c.  5  to  15%  increase  g.  Greater  than  30% 

d.  Mo  change  decrease 


24.  Contract  adninistratioa  costs? 


a.  Greater  than  30%  increase 

b.  20  to  30%  increase 

c.  5  to  15%  increasa 

d.  No  change 


e.  5  to  15%  decrease 

f.  20  to  33%  decrease 

g.  Greater  than  30% 
decrease 


25.  Material  and  asseably  cost  per  unit? 

a.  Greater  than  30%  increase  s.  5  to  15%  decrease 

b.  20  to  30%  increasa  f.  20  to  33%  decrease 

c.  5  to  15%  increase  g.  Greater  than  30% 

d.  Mo  change  decrease 


26.  Set  up  and  production  line  costs? 

a.  Greater  than  30%  increase  a.  5  to  15%  decrease 

b.  20  to  30%  increase  f.  20  to  33%  decrease 

c.  5  to  15%  increase 

d.  No  change 


g.  Greater  than  30% 
decreass 


27.  Increased  surge  capacity? 


a.  Greater  than  3055  increase 

b.  20  to  305  increase 

c.  5  to  155  increase 

d.  Mo  change 


a.  5  to  155  decrease 

f.  20  to  30  decrease 

g.  Greater  than  305 
decrease 


28.  In  coaparing  Situation  II  to  Situation  I,  the  time  it 
would  take  tc  surge  froa  a  peacetime  to  a  wartime  pro- 
ductlon  rate  would  be  decrease!? 

a.  10  to  155  d.  25  to  305 

b.  15  to  205  e.  30  to  355 

c.  20  to  255  f.  35  to  405 

29.  Your  fira  would  not  coapeta  for  a  subcontract  involving 
a  long  production  run  because  it  anticipates  a  low 
profit  margin. 

a.  Disagree 

b.  Agree 

c.  Mo  opinion 


30.  Your  fira  would  choose  not  to  coapete  for  a  subcontract 
involving  a  long  production  run  because  of  being  locked 
into  a  long  tera  project? 


a.  Disagree 

b.  Agree 

c.  No  opinion 
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.  Hov  much  of  a  constraint  would  material  be  in  an 
emergency  production  surge? 

a.  A  minor  constraint 

b.  No  factor 

c.  A  major  constraint 

32.  Hov  much  of  a  constraint  would  direct  labor  be  in  an 
emergency  production  surge? 

a.  A  minor  constraint 

b.  No  factor 

c.  A  major  constraint 

33.  What  percentage  of  material  couli  be  purchased  as 
advanced  buys? 

a.  10  to  25* 

b.  25  to  50% 

c.  50  to  75% 

d.  75  to  90% 

34.  Your  firms  willingnmss  to  invest  in  productivity 
enhancements  would  increase. 

a.  Disagree 

b.  No  opinion 

c.  Agree 

35.  Your  firm  would  raise  the  techology  level  of  its  pro¬ 
duction  facilities  to  the  state  of  the  art. 

a.  Disagree 

b.  No  opinion 

c.  Agree 
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US1M&XX  8 

COMPANIES  S0B7BIBD 


General  Electric  Company 
Armament  systees  Departaent 
Lakeside  Avenue 
Burlington,  VT.  05401 

National  Baterlift  Pneuao  Corporation 
2220  Palaer  Avenue 
Kalaaazoo,  hi.  49001 

Henasco  Manufacturing  Conpany 

Texas  Division 

Box  7656  Sylvania  Sta. 

J  Fort  north,  TX.  76111 

i 

Sundstrand  Aviation 
Mechanical  Division 
Sundstrand  Corporation 
4747  Harrison  Avenue 
Rockford,  IL.  61101 

Airesearch  Manufacturing  Coapany 
Division  of  the  Garrett  corporation 
2525  Beet  190th  St. 

Torrance,  CA.  90509 
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Hanilton  Standard  Division 
United  Technologies 
Bradley  Field 
Windsor  Locks#  CT.  06096 

Northrop  Corporation 
Precision  Products  Division 
100  Horse  St. 

Norwood#  Hi.  02062 

Brunswisk  Corporation 
150  Johnston  Rd. 

Nation#  VA.  24354 

Westinghouse  Electric  Corporation 
P.0.  Box  989 
Liaa#  03.  45802 

# 

Lear  Siegler#  Inc. 

17600  Broadway 

Naple  Haights#  OH.  44  137 

Delco  Electronics 
General  Hotors  corporation 
6767  Hollister  Ave. 

Goleta,  CA.  93017 

Kaiser  Aerospace  and  Electric 
2701  Orchard  Parkway 
San  Jose#  CA.  95131 


The  Magna  vox  Company 

Co  a  manic  at  ions  Products  operation 

2131  South  Coliseum  Blvd. 

Port  Wayne,  IN.  46803 

Novatronics,  Inc. 

P.0.  Box  878 
500  S.W.  12th  St. 

Pompano  Beach,  FLA.  33063 

Simmonds  Precision 
iQstraaent  systems  Division 
Panton  Sd. 

vargennes,  VT.  05491 


Goodyear  Aerospace  Corporation 
Aircraft  wheel  &  Brake  Division 
Department  955,  Plant  C 
1210  Massillon  Rd. 

Akron,  OH.  44315 

Aerospace  Avionics,  Inc. 

Airport  International  Place 
110  Wilbur  Place 
Bohemia,  NY.  11716 


Systron  Donner 
Inertial  Division 
2700  Systron  Dr. 
Concord,  CA.  94518 
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Sargent* Fletcher  Coapany 
9400  E.  Flair  Or. 

El  Bonte,  CA.  91731 

Roseaount  Inc. 

12001  N.  W.  78th  St. 

Eden  Prairie,  BN.  55344 


Ark win 
636  Bain  St. 

wastbury,  L.I.,  NY.  11590 

J.  C.  Carter  Coopany 
617  H.  17th  St. 

Casta  Hesa,  CA.  92627 

Sarqent  Industries 
2533  E.  56th  St. 

Huntington  Park,  CA.  902  5  5 


Arrowhead 

4411  Katella  Awe. 

Las  Alaiitos,  CA.  907  20 


Garret  Turbine  Engine  Coapany 
111  S.  34th  St. 

Phoenix,  AZ.  85010 


Cleveland  Pceuaatic  Coapany 
3781  B.  77th  St. 

Cleveland,  OH.  44105 


Borg  Warner 
7500  Tyrone  Ave. 

Van  Huy3,  CA.  91409 

Aircraft  Porous  Media  Inc. 

6301  49th  St. 

North  Pinellas  Park,  FLA .  33565 


Kal3y  Hayes  coapany 
P.0.  Box  1288 
Springfield,  OH.  45501 


Bendix  Aircraft 
Brake  8  Strut  Division 
3520  w.  Westnoor  St. 

South  Band,  IN.  46624 

East-West  Industries 
22  Central  Dr. 

Firaingiale,  NY.  11735 

AMI  Industries  Inc. 

Aircraft  Mechanics  Division 
P.O.  Box  370 

Colorado  Springs,  CD.  80901 


Rockwell  International 

Collins  Telecoanunica tions  Products  Division 

85 5- 35th  St.  NE 

Csdar  Rapids,  IA.  52498 
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General  Electric  Corporation 
50  Fordaa  Road 
Hilaington,  HA.  01887 


Laar  Siagler 

32  Fairfield  Place 

Hast  Caldwell,  HJ.  0  7  006 

Sperry  Flight  Systeis  Division 
21111  H.  '  9th  Ave. 

Phoenix,  AZ.  85027 

datal  Bellows  Corporation 
20960  Knapp  St. 

Chatsworth,  CA.  91311 

Bendix  Air  Transport  Avionics  division 
2150  H.  62nd  St. 

P.3.  Box  9914 

Fort  Lauderdale,  FLA.  33310 

Bandix  Corporation 

at.  46 

Taterboro,  HJ.  07608 

Ozone  Industries  Inc. 

101-32  101st  St. 

Ozone  Park,  HI.  11416 
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Teledyna  Hydropower 

10-12  Pine  Court 

New  Rochelle,  NT.  10801 

TEK  Precision  Coapany  Ltd 
205  8.  Industry  Court 
Deer  Pack,  NT.  11729 

General  Kechatronics 
55  6  60  Millbar  Blvd. 
Faraingdale,  NT.  11735 

I  tie  flex  Inc. 

Church  Rd. 

North  Hales,  PA.  19454 

Barber-Coleaer.  Coapany 
1354  Clifford  Ave, 
Rockford,  IL.  61111 

Crane  Coapany 
3000  Hinonn,  Ave. 

Burbank,  CA*  91504 


AJEEfimi  s 

COHHOM  DBPimiOIS 


1.  Piscal  Tear  Punding  -  ratal  funding  provided  froa  one 
October  to  the  next,  to  cover  requirements  for  all 
prograa  years. 

2.  Prograa  Tear  Punding  -  Sua  of  all  advanced  procure- 
lent  funding  and  instant  year  r 3A  needed  to  produce 
final  product  deliveries. 

3.  Sulti-Year  Advanced  Procurement  Punding  -  Punding 
required  to  cover  long  lead  itaas  plus  aconoaic 
ordering  quantities. 

4.  reraination  Liability  -  Obligatians  resulting  froa 
aoaaittaents  aade  by  contractors  and  subcontractors 

f  that  will  be  incurred  should  taraination  occur. 

5.  Cancellation  Ceiling  -  Unfunded  Teraination 

N 

Liability. 

6.  Pull  Funding  -  Full  aoverage  ta  the  taraination 
liability  curve. 

7.  Total  Obligation  Authority  (TOM  -  Total  funding 
authority  for  a  given  fiscal  year  (advanced  procure- 
lent  ♦  instant  year  end  item. 

8.  advance  Procurement  -  An  exceptian  allowed  by  DOD 
Directive  7200.4  to  Annual  Funding  which  allows 
procureaent  of  long  leadtiae  components  in  advance  of 
the  fiscal  year  in  which  the  end  item  is  procured. 
(Currently  aade  only  for  reasons  of  leadtiae  and 
usually  Halted  to  one  fear). 
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9.  Buy-in  -  Acceptance  by  a  contractor  of  an  abnormally 
low  profit  factor  on  an  initial  award  to  ansure  a 
win.  (With  aspirations  of  aor3  reasonable  profit 
factors  on  subsequent  follow-on  procurements  of  the 
3ane  systea). 

10.  Cancellation  -  lpplies  solely  to  multi-year  contracts 
and  is  not  synonoaous  with  teraination.  It  is  the 
right  of  the  Government  to  discontinue  a  multi-year 
contract  at  the  end  of  a  fiscal  year  and  for  all 
subsequent  fiscal  years. 

11.  Expenditure  Funding  -  Ordering  a  3oacific  requirement 

e 

quantity  at  the  beginning  of  a  lulti-year  contract 
and  funding  contractor  obligations  on  a  yearly  basis. 

12.  Incremental  Punding  -  Funds  are  not  available  at  time 
of  contract  award  to  cover  the  total  estimated  cost 
to  complete  delivery  in  a  finished  and  militarily 

4 

usable  fora. 

13.  Suiti-Year  Contract  -  A  contract  utilizing  multi-year 
procurement  procedures.  Currently  limited  by  the 
Defense  Acquisition  Regulation  (DAB). 

14.  aulti-year  Funding  -  Congressional  authorizations  and 
appropriations  which  covsr  more  than  one  fiscal  year. 

15.  Sulti-year  Procurement  -  A  gaaeric  ten  which 
describes  procedures  for  acquiring  needed  items  over 
several  yearc  through  ons  contract.  The  intent  is  to 
lower  costs  through  economies  of  scale. 

16.  Son-recurring  Costs  -  Production  costs  which  are 
incurred  on  a  one  time  basis  and  amortized  over  the 
period  of  the  multi-ysac  contract. 
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17.  Recurring  Costs  -  Production  costs  which  enter  into 
the  product  such  as  saterial  and  labor. 

18.  Level  Unit  Price  -  The  DAB  reguiraaent  for  the  price 
of  each  unit  produced  under  a  aulti-year  contract  to 
be  the  saae,  (exceptions  are  allowed  for  design/ 
specifications  changes  or  for  econoaic  price 
adjustaents  aade  pursuant  to  a  clause  in  the 
contract) . 
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